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s8 Public Service Company

RPU-91-6
Income Statement--Electric

bescription

Revenues:
Rate Revenue
Other Revenue

Total Revenue

Expenses:
Fuel
Payrotl
© Other Ok M
Depreciation
Other Jaxes
Income Tanres--Federal
State
Ceferred
1T1C

Total Expenses
OPERATING IMCOME

SOURCES:

Per Books
{A)

229,975,984
5,156,204

L L A A Y

235,130,195

49,590,334
30,283,810
40,568,263
28,400,586
19,599,957
9,221,135
3,006,639
1,521,401
(1,598,570}

................

54,476,940
ENEERUNSEERENREEYX
Hainrichs
Sch. A, p. 1

Amort, of
Unbilled Revenue

................

(8)
0
0
o
Y]
0
EXRTTEXENARRSEmIEAR
Settlement

Bad Check
Charge

----------------

2,887
EEEITEERTADEREEN

Settlement

Bulk Power Sales

LI S e

(0}
{10, 780,803)

----------------

(10,780,803)

(8,148,207)

(762,781}

(571,042)
190,160}

----------- EXE RS

(9,672,190)

............ ‘e

(1,108,613)

Settlement

£

Deere
Contract

..... tvesrseansn

(E}
144,387

144,387

(394,072)

164,445
54,761

LT R R N R R

(174,865)

L R R

319,252

Settlement

Schedule &

Page | of 8
final Rates

Lost Margine--
Energy EfL,

................

----------------

----------------
----------------

Settlement
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fowa Public Service Company

RPU-91-6

Income Statement--Electric

Description

---------------------

Revenues:
Rate Revenue
Other Revenue

Total Revenue

Expenses:
fusl
Payrotl
Other O & M
Depreciation
Other Texes

Incoma Taxes--federal
State
Deferred

Total Expenses
OPERATIHG IHCOME

SOURCES:

1tc

5o jo fag abed
1°8 Ngiyxs UedLIpWYPIN

Recopnect fee

L R T

----------------

................
7,764
ALBERENERKEELARD

Sattlement

Advertising

(375,939

114,812
38,233

----------------

222,894

NIRRT EAERELSEANEE

Settlement

Asbestos Remaval

LT A Y srrme

(1

431,432
17,1

(136,985)
(45,617)

----------------

----------------

(265,941)

Settiement

Bonus 12

tersvrrrerrmee evn

(EH]

----------------

38,294

(11,696)
(3,895)

----------------

(22,706)

Settliement

F.g

Chamber Dues

cssdBesBEEEEREaS

)

(7,250

2,215
738

----------------

(4,300)

essinssremmnunmes

4,300

Settlement

Schedule &
Poage 2 of 8
§inal Rates

Charitable
Donations

----------------

----------------

Settlement
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RPU-91-6
Income Statement--Electric
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Description

L A )

Claim of Right

Revenuas: (M)
Rate Revenue
Other Revenue

LEET R YN R

Total Ravenua 0
Expenses:
Fuel
Payroli
Other O & H
Depreciation
Other Taxes
Income Yaxes--Federal 432,367
State g
beferred
ITc
Total Expenses 432,347
OPERATING IKRCOME (432,367)

SOURCES: Settlement

Clean Air Act

----------------

----------------

Settiement

@

Coal MHill
Annual fzation

ertesumErmanmrmus

(29,167)
54,208
7,378

(9,901)

(3,297)

(9,221

Settlement

Computer Costs

367,702

(112,206}
(37,395)

(218,0%1)

Settlement

Corporate

Headquarters Alioc,

T TR R R R Y

o)

LR IR T N

(131,754)

40,238
13,39

----------------

(78,117)

LI A XY TR LR T

w7

Settiement

" (40,239)
(13,398)

“ssararrErrsane

(78,111)

Settlement

9.
Sch [ )

Page J of 8
Final Rates

Interest on
Customer Deposits

------- RN

131, 744

rrrrre.

78,1




lowa Public Service Company
RPU-91-6&
Income Statcemonc--Elfectric

Description
Revenues:
Rate Revepue
Other Revenue

Total Revenue

Expenses:

Fuel

pPayroll

Other O & M

Depreclation

Other Taxes

Income Taxes--Federal
State
Deferred
11¢

Total Expenses
OPERATING JHCOHE

SOURCES:

rGa Jo gas abed
1'8 NQUYXH UeILIBUYPIN

Orug Testing

LT R R R N

Settlement

FICA/Payroll
Taxes

0
117,116
(35,767)
(11,911)

(69,438)

Settlement

Fringes & 401k

128,703
(39,306)
(13,089

(76,308)

Settlement

Hazelton Substation

39,358

5,439
(13,681)
(4,556)

LR T T L T

26,560

I R R

(26,560)

EEEIEEUEEEEANESE

Settiement

Hel icopter
Costs

P L L

V)

*euscsnarraarsny

(189,141)

55,015
18,320

LTy LT T e

(106,806)

106,806
AELEEREEESARREGN

Settlement

Schedule 4
Poge 4 of 8
Final Ratwes

Income Tax
Timing Adj.

48,783
17,108

--------- sssscas

65,89

(65,891)
SkEROERIEENISEOS

Settiement
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- Fublic Service Company
RPU-91+6
Income Statement--Electric

bescription

LR R R R R L T N

tnjuries & Damages
Revenuest . (1)

Rate Revenue

Dther Revenue

Total Revenue : 1}
Expenses;
Fuel
Payroll
Other O & M 0
Depreciation
Other Taxes
Income Taxes--Federat 1}
State 0
Detferred
e
Total Expenses 0
OPERATING INCONE 0
WRAEFESRNNETCEICESE
SOURCES: Settiement

Interest
Synchronization

----------------

1,739,642
579,31

----------------

{2,318,953)

EZEEDITEZEESEALRR

Settlement

Herger Costs

memamagamrssnany

(AR)

LR R e LR

(1,063,362)

18,363
6,115

e arrrrrr e

(1,038, 884)

-------- LT

1,038, 884
BEFEIRCAEETESES S

Ex. 202, Sch. &

Merger Savings

Tedenmberindeiny

(A8}

(759,955)

232,090
77,287

{430,577

Arress Ty remw

450,577

foard Sch. 4b

Fg

Hinimm
Bank Balances

*tsssesaseBsnEnE

(AC)

63,069

(19,261}
{6,514)

(37,394}

ESEESEENARREESRN

Settlement

$chedule 4
Page 5 of B
Final Rates

Hlec. Work
Orders

seBsvaRbEndse s

(A}

81,372
11,369
(28,323)

(9,432)

(54,986)

EERSNERACER LY

setilement
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lowa Public Service Company
_ RPU-91-6
Income Stovement-+Electric

Description
Revenues:
Rate Revenue
Other Revenue

Total Revenus

Expenses:

Fuel

Payrolt

Other O L ¥

Depreciation

Other Taxes

Income Tanes--Federal
State
Deferred
17c

Total Expenses
OPERATING THCOHE

SOURCES:

59 jo 696 abed
1’8 NAIYXH UedLBYPIA

Qut of Perfod
Heal Refund

(AE)
1,172

----- wessnsraamn

nrare

14,091
(21,704)

38,109
12,691

----------------

73,983

REENREERNARCENEY

Settlement

Pension Expense

--------------

1,351, 764

(412,829)
(137,474)

........ e mmmm

801,461

(801,461)

DTRCEEEEEEANER

Settlement

Postage Increase

--------------

58,661

(17,915)
{5,960)

(34,780}
s¥3asLasEsEEEE

Settlement

Property Taxes

86,883
(26,534)
(8,836)

..............

(31,515

Settiement

s

Rate Case
Expeanse

(187,853)

57,370
19,105

LEE Y Y Y TRY TR ey

(111,318)

111,378

Settliement

Regulatory
Asgessment

--------------

Setllement

Schedule 4
Page &6 of 8
Finsl Rates

Rock Valley

tSersrsvsccannn

v

(242,835)
2,755
0
73,259
24,396

(142,225}

ert P remenrveay

142,225

Ex. 208 & 407
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...........

Description Increase
© Revenues: (AH)
fate Revenue
Other Reverue
Total Reverwe 0
Expenses:
Fuel
Payroll 564,815
Other 0 & N
Depreciation 0
Other Taxes
Income Taxes--Federal (172,495)
State (57,442)
Deferred
17c
Total Expenses 334,879
OPERATING INCOME (334,879)
ERERNENEEERNZEAER
SOURCES: Settlement

. Public Service Company
RPU-91-6
Income Statement-+Electric

Office Salaries

Self-Insured
tiealth Plan

..............

182,342

(232,810)
(17,520

(451,975)

EESRENUEEERLIR

Settlement

Unbillied Rev.

Accrual

............

BEEISCEDSESRZ

Settliement

Unbilled Rev,
Phase-in

--------------

(615,4693)
(205,030)
1,030,793

--------------

..............

(210,070)

Settlement

Unlon Salsries
Increase

748,440
0

(226,574)
{76,116)

------------

(463, T50)

Settiement

P

Schedule § .

Page T of 8
Final Rates

tutitity
Corrections

--------------

478,357

3,748
(147,235)
(49,030

..............

(285 ,840)

Settlement




lows Public Service Company

RPU-91-6

tncome Stotement--Electric

Description
Revenues:
Rate Ravenue
Other Revenue

Total Revenue

Expenses:

Fuel

Payrot!

Other O & H

Pepreciation

Other Taxes

Income Taxes--Federal
State
Deferred
11¢

Total Expenses
OPERATING INCOME

SOURCES!

59 Jo 0BG abey
1'% #quyxy HEILIWYPIA

Unit Sharlng--

Deere
(AS)
0
0
0
0
0
0
0
EREEEBARRLERLE
Settiement

Chahge n
Customer Level

--------------

(AT)
370,291

370,21

113,087
37,659

..............

--------------

219,546

ESELEATSITIFCER

Settiement

S$torm Damage

625,993
121,826

(228,384)
(76,053)

--------------

{443,382)

Settlement

AdJusted
Income Stmt,
{AV)
219,844,993

5,154,214

................

224,999,207

41,048,055
31,597,065
41,150,844
28,717,216
19,938,809
9,255,455
2,934,950
2,552,196
(1,598,870)

......... tamamsn

175,595,600

----------------

49,403,407

EEZEEEIXZREERERE

Schedule 4
Page 8 of 8
Finol Rates

Adjustments

¢10,130,988)
0

(8,542,279)
1,313,255
582,581
316,630
338,932
3,320

(131,689)
1,030,795
0

(5,057,455)

(5,073,533)
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tows ll Service Company

HPU-91-6 ‘
Interest Synchronlration--Elactric

Description Anount
Rate Base 464,786,101
Cost of LT Debt L.193X
Interest on Rate Base 19,489,986

Interest Expense

per Company 25,186,259
Difference (5,696,2T%)
Federal income Tax 1,739,642

HEBMENENERENEERE
State Income Tax 579,31}

SOURCE: Melinrichse, Sch. 2, p. 2

Schedule 4a
final Rates

s
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town Public Service Company
RPU-91-6
Herger Related Savings

Labor loading rate per L. Smith
Approximate Labor loading for FICA and Fringes per K. Helnrichs

Difference needing to be refiected In marger savings ad]ustment
Herger Savings--Lsbor
Loading rate

Base Labor before loadings
Portion of loading not reflected per X. Helnrichs

Additional labar savings needing to be reflected In test year
Plus: Hon-lsbor savings
tess: Capltal, net of depreciation

felow-the-line items

TOTAL HERGER SAVINGS

" SOURCES: Ex, 202, Schedules § & 6; LHS workpeper 211;

Keinrichs Schedules ¥, U, AP, revised Schedule Ay
settiement, Article VII, ftems 19, 20, 34 L 38,

LML T YL
Page 1 of 2
Final Rates

35.45%
18.72%

16.73%

2,002,672
1.3545
1,478,532
16.73%
247,384

620, 784
(305,920}
(2,293)

------ Teveanarere

759,955



ChLCULMl’ -IHRICHS LOADING:

Wagas
Hon-Union 564,815
union 748,440
Life & Worker Comp
FUTA & SUTA
TOTALS 1,113,255

ERESERNNERORENAEN

Loading per Heinrichs:
FiCA/Payroll Taxes
401k/Fringes

Total Loading
. Divided by total wages

Loading Factor per Heinrichs

----------------

17,116

17,116
128,703
245,819
1,313,255

mrewesesmwwn LT Y

18.72%

Schedule 4b .

Poage 2 of 2
fFinal Rates

----------------

128,703

FTLESREJETENERIEN

L
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STATZ CF ICWA

[GAA STATZ COMMERCE COMMISSION

IN RE:

I0WA PUBLIC SERVICZ COMPANY DOCKET NC. RPU-83-14

R P R

DECISION AND ORDER

(Issued April 28, 1986)

APPEARANCES:
SUZAN M, STEZWART, E. PHIL VCHNORAK, IRA E. DELX, Iowa Public Service

Company, P.0, Box 778, Sioux City, Iowa 51102, appearing for the
applicant,
ROBERT R. EIDSMCE, Gleysteen, Harpef, Eidsmoe, Heidman and Redmond, 200

Home Federal Buiiding, P.0. Box 308&, Sioux City, Ilowa 51102,
appearing for the Intervenor, Terra Chemicals International, Inc.

RONALD C. POLLE, ALICE J. HYDE, Office of Consumer Advocate, Fourth
Fioor, Lucas State Office Building, Des Moines, Iowa 50319,
appearing for the 0ffice of Consumer Advocate.

PROCZDURAL HISTORY

On June 28, 1985, lowa Public Service Company (IPS or Company) fiied a

| proposed gas tariff, which requested an increase in annual gas revenues.of

7.92 percent or $9,540,145 to become effective August 1, 1985. With that

f filing IPS included an application for an interim rate increase of

! 5 percent across-the-beoard, which would produce additional revenues of

$6,0987,321 annually.

Terra Chemicals International, Inc. (Terra) filed a petition to

i intervene in this rate case on July 3, 1985, and the motion was granted on




Jockat o, RP4-35-14 i . -
;a ge 13 0. R7-35-1 MidAmerican Exhibit 8.1
T _ Page 594 of 654

rate case purposes. This Commissicn ¢:n ead will dmpose a hypothetical

. capital structure in the facs of such =anipulation. In a business climate
of conlinuing corgorate diversification, we find it mure eppropricte to use
the capital structure of the sudsidiary. In this case, we shall use the

common equity ratic of the subsidiary, IPS, which is 33.83 percent.
. XI.  RETURN ON EQUITY.
The perties used a discounted cash flow method to calculate the return
ioon equity expected-by investors. The parties disagreed on the compounding
methcd, the growth element, and underwriting costs in their calculaticns.
Using its coﬁpounding method, growth element, and underwriting costs,
Company argued for a 15.75 percent retura on equity. OCA argued for a
13.71 percent rate based upon its calculation elements. Tne Commissign is
not bound by the recommendations of the parties when the record, as here,
. supports ancther conclusion.

We conclude that 13.01 percent is the proper return on equity in this

case. We arrive at that rate by adcpting the average test year dividend

! yield of 10.72 percent as calculated by CCA witness Habr (Tf. 309) and by a
slight maodification to his calculation of sustainable growth rate.

Dr. Habr used the average of the l4-year earnings per share (EPS) growth
rate and the average of the internal (br} growth rate for 1971 to 1983 of
Midwest Energy Company, the parent company, to calculate the sustainable

i growth rate. The OCA calculation dees not pay adequate attention to

? Lompany's recent experience, which is of paramount concern to investors.

; We adopt a sustainable growth rate of 2.29 percent, calculated by taking

the average of the S5-year EPS, 10-year EPS, S5-year br, and the 10-year br

as listed in Dr, Habr's Exhibit 103, Schedule 4, page 1. Ho underwriting




gﬂcket Mo. RPU-25-14 . MidAmerican Exhibit 8.1
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Al

costs are included in tnis calculation. The return ¢n equity should bs the

[

test year dividend yield of 10,72 percent, plus the sustainable growth

TAL MOTICE OFf HMANAGEMERT EFFICIENCY REPCRT.

Fa
—
—
[ww]
-
T
—
<
[

The Commission toox official nctice in this docket of the management
efficiency report for the years 1983 and 1984, prepared pursuant to 250
lowa Admin. Code Section 29.3. It is our express position that the factua!l
data in the management efficiency reports will bé considered and must be
considered in our ratemaking decisions. Iowa Code § 17A.14(4} (1985)
ciearly contemplates thet official notice can be ta?en of factual data

which is within the specialized knowladge of the agency. The data in these

bl

reports is within the specialized kncwladge of the Commissicn. We wild

appropriate. Having clarified cur positicn with regard to our ability to
take official notica gf the managemarnt efficiency razports, we do not find
adeguata evidence in the record befors us to impose any adjustment for
defictencies in managing this Company.

While we lack evidence sufficiesnt to support an adjustmgnt, we are not
satisfied with Company's response te the changes in the natural gas market.
The Company should not regard its residential customers as a security
blanket to pick up all costs, regardiess of what happens to industrial
sales. Aggressive marketing is necassary to maintain industrial sales.

Company acknowledges a deciine in sales. (7Tr. 35}. 1If the Company

[

continues to lose sales, the stockholders should expect to bear scme of the
risk of loss. In addition, the Company does not appear to have done

anything to reduce peaks. {See Tr. 33-35). Peak control will be

increasingly vitel to adequate operations in order to avoid what will
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DOCKET NOS. RPU-82-12
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STATE OF IOWA

[OWA STATE CCMMERCE COMMISSION

IN RE:

TOWA POWER AND LIGHT COMPANY DOCKET NO. RPU-82-12

et et e e et ']

DECISION AND ORDER
{I1ssyeg February 10 , 1983)

. APPEARANCES:

PAMELA L. PRXLD", Attgrnay, lowa Power and Light Company,
P. 0. Box 657, 868 Grand Avenue, Des Mpin2s, lowa 50308 and
CURTIS L. RITLAND and DAVIZ L._JENKINS, Attorneys at Law (Bradshaw, Fowler,
Proctor & Fairgrave), llth Floor, Des Moines 8uilding, Das Moines, Igwa
50209, appearing on behaif of iowa Pcwer and Light Company.

GARY D, STEWART, ALI CE J. HYDZ, and 3EN STEAD, Assistant Commerce
Counsel, Iowa State Commerce Commizsiaon, 5th Floor, Lucas State Office
' Bu11d1ng. Des ”OTnPs, Towa 50319, appearing on behalf of the Commission
Staff,

ROGER D. COLTCN, Attorney 2t Law, 315 tast Fifth Street, Suite 25,
Des Moines, [owa 30309, aopz22ring on behalf of the Jowa Citizen/lLabor
tnergy Coalitien. ‘

DON CARLSCN, 1S21 oth Avenuz, Des Mcines, Jowa 50319, appezring on
behaif of Citizans for Community Improvemsnt.

RUSSELL L. SWANSOM and DAVID H. GOLDMAN, Attorneys at Law (Rogers,
Phiilips & Swanger) 510 Hubbeil Building, Des Hoines, Iowa 50309, appearing
on behalf of Iowa Manufacturars Association,

1. PROCZOURAL HISTORY

On April 13, 1982, lowa Powar and Light Company (Company), filed with
the lowa State Commerce Commission (Commission) proposed tariffs identified

as TF-82-121. TF-82-12! roprasented 3 gensral rate increase of $21.0
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. Docke: No..RPU—SZ-IZ
-~ - Page 39 ' |
book/tax timing differsnce for which normalization is required at
a rate of $371,000 annually over the remainder of the five-year
.'amortization period originally ordered,
2. Income Tax Effact 0f Intarest Compo-nent 3f Capital Cost
Company and 3taff agrge an adjustment to Company's income ;
taxes is necessary to reflact the effect of the change in tha l
{nterest ccmponent of cipital cost resulting from the Company's
retirement of 3-1/4 nercznt §8.4 million debt issue on May 15, ,
1932, and its issuance on April 27, 1982, of 14-7/8 percent, $30
! million bonds. | ‘ i
Company, cansistent with its proposad use of a year-end 7
capital siructyrs, as adiust2d, asserts the income tax effect of
. the interest cemponent of capita) cost should also reflect ysar
end interest costs, as adjusted. Staff arques the income tax
effect of the interest components of capital cost should be
treatad consistantly with Staff's proposed capital structurs,
F Qur decisicn to adopt Staff's proposed capital structure, for
i the reasons subsaquently sat forth, requires that we adopt Staff's
I proposed adjustment to income taxes to reflect the effect of the
4 interest component on capital structure.
;1' C. Summarg'
: Based upon our findings with raspect to contested issues discussed

abave, and including uncontested adjustments, we find the following

schedule represents our findings of Company's jurisdicticnal operating

. L.oravenyes requirements:

|
|
‘ |
i
|
|
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ICWA PCWZR AND LIGHT COMPANY

RPU-82-12
CJST QF SZRVICE
" ) " (000) ;
' Qrder :
Operating Expenses: ¢
Operation and Maintenance $129,306
Depreciation and Amortization 24,227
General Taxes 16,074
In¢come Taxes 20,773
Total Operating Expenses $190,380 o
Lass: Non-Jurisdicticnal 535 ?
- Net Cperating Income $ 53,961
: Cost of Service $243,806

IV. RATE OF RETURN

Company and Staff disaqree on the issue of what constitutes a fair rate
of return. Company argues i:s evideace supperts an "imputed” overall rate
of return of 11,64 oercent, and Staff asserts a fair overall rate of return
for Company is 10,642 perzant,

In resoiving differences between Company's and Staff's rate of return
proposals, we recognize tha basic issues to be decided are: 1) the :

appropriate capital structure; 2} the embedded debt cost, and 3) the

I T I

appropriate common equity cost., Arguments and evidence in support of each
party's rate of return calculations are discussed below.

A. Capital Structure 1

Company propeses a capital structure cemposed of year-=nd balances,

adjusted for lang-term dabt issued April 1982, should be usad to




VELTI4TYY JUR Udi4a rfl LHW & xRGULRLzy rriviie

determine the overall rata of raturn because this capital structure

~matches test-year capital <osts with investment in rate basa. Although

" much of the long-term debt will replace short-term debt in Company's

: capital structure, Staff notes that Company witness Hr. Giahﬁ admitted the
. long-term debt fssue will finance plant under construction. Staff argues

Company's proposal to include the full $50 miliion debt issue in test

MidAmerican Exhibit 8.1
Page 60Q of 654

Docket No, RPU-82-12

. Page 41

ref1ect§ the lates: avaijadble information and is the most reliabla
indicator of the conditians whizh will mast Tikely pravail during the
period the proposed ratas will be in effect. Company asserts a pro forma
adjustment to capital structurs is necassary to fully reflect the April 27,

1982, issuance of $50 milliza in bonds and the retirement of the $8.4

million, 3-3/4 percent bond {ssue on May 15, 1982, and thus the proper cost

of capital is 13.02 percent, However, Company argues that since it is

- seeking only a 9 percent rite jyncrease, the use of either 1981 average
" costs and financial ratios or ysar-end pro forma costs and financial ratios

- should lead to an "imputad" cost of capital of 11,64 percant.

Staff sybmits the use of the tast-year average capital structurs,
adjusted to recognize the rallsver of certain long-tzrm dett, should be
adopted slnce it is consistent with Commission precadent, Staff argues the
rollover of the 38.4 millicn ﬁat;red debt at the new embeddad cost rate

{s a proper adjustment ts tast jeriod average capital structure because it

period capital structure should be rzjected because the Allowance for Funds

Used During Construction (AFUDC) will enable Company to recover the

interest costs of the debt,




* debt {ssuance, which resulis in a2 cost of 9,268 percent. Company argues

+ the increased debdbt cast, which will exist when the rates are in effect,

g will penalize Campany's prudent dacision to delay the jssuance of the

- failing to recagnize geins and losses on reacquired debt, and as being

DEC-14-99 TUE 04:45 °H  LAW % REGULATED PRICING FAX NO. 13193338021 P. 06/32

Jocker No. RPU-32-12 MidAmerican Exhibit 8.1
Page 42 Page 601 of 654

Sound ratemaking principles require that the determination of a fair
overall ratz of return for the test perfod be based upon i proper matching
of the %nvestment in rata base and the test.year operating revenue,
expenses, and taxes, We find the use of the test-year average capital

structure best ensuras compliance with the matching principle. In

- addition, we beliasve thne adopticn of Company's proposal to include the full

§50 million debt issue in its test-vear capital structure would
substantially overstatas the debt jnvestment in Campany for the tast period,

We find Staff's propasal to rollover the 33.4 million matured debt at the

" new embadded cost rate should be adgpied because it allows Company to

recover the increasea costs of the new dadbt without mismatching
tast-perjods capital costs and {nvesiment in rates base, Therefore, we
snatl adopt Staff's proposad capital structure in the calculation of a fair
overall rate of raturn,

8. Cost Of Embedded Debt -

Company's calculaticn of jts cost of embedd=d d2dt on year-end figures

includes an adjustmens to lorg-term debt to include the full $50 million

. the adjustment s a known and_measurabie change, and failyre to recognize

bonds, Staff criticizes Company's calculation of embedded debt cost as
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basad upon the pravigusly rejecied yield-to-maturity method. Staff fucther
points out Company's calculation of the cost of prefarrad stock is
incorrect because Tt contains two mathematical errors.
Staff calculated Company's tast-year avarage embedded debt costs to be

7.843 parcent, Staff argues its calculation is consistent with our

decision in Peonles Natural Gas Co., Dockst No. RPU-81-26 (1SCC 1982) and

is based upan the method consistently approved by the Commission, Staff
adjustad its test-year average smbeddsd deht cost calzulation to reflect
the roﬂ-ovar of the refirad 33,3 millien dadbt at the new embadded cost rate
of 14,718 percent, which increasad the calculation of embedded dabt cost to :
: 8,204 percent. Staff asserts Company's proposed emdedded dedt cost, which
fncludes the fyll 350 million debt issuancz that ocgurred cutside of the
test period, must be rejectad, since c2piza’ costs must aatch tesi-year
invastment in rate base.

We find the evidenca in the record establishes that Company's
calculation of its cost of embazdad ded: should not be relied upon bacause
it 1s inconsistent with Cemnission precedent and includes mathematical
»errors. We find 5taff has correctly c2lculatad Company's embedded dabt
. cost. We also find the rollover of the $3.4 million in matured debt at the
| new embedded cost rate is in acczordance with sound ratemaking principles
| Secause it maintains 2 proper match of capital costs and investment in
assets included in rate base during the test perjod which ensurss
reasonable and just rates. Therefore, we find Company's embedded debt cost

is B.204 parcent.
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C. Cost Of Common Equity

Company argues that since it is only seeking a 3 percent rate increase,
: its cost of equity should be set at !4 percent if all of its other ratz of
* raturn proposals are adopted, which would result in an “imputed” overall
“rate of return of 11.64 percent. However, Company argues Tr. Soldofsky's
" testimony establishes the cost of comnon equity is 19.7 percent, which he
; adjusted upward to 21.0 percent. DOr. Soldofsky offered several approaches
; to detarmine Company's cost of cemmon equity, including the maintenance of
i Timas-Interest-Earned-After-Taxas Leval, the Equity Oebl Risk Premium, the
Limited Horizon DCF, the Stancard DCF oius Allowance for Change in the
; Price/Earnings Ratio, and the Standard OCF fhrmu]a.

Based on embedded debt intarest costs, which wers basad upon
Or. Soldofsky's estimation of capitalization and debdt levels, and a ¢adl of
2.6 times after-tax interest coverage, Or, Soldofsky projected common
f equity costs of 15.7 to 17.8 parcent. <Jcmpany witness Glahn also testified
the return on equity must te high enough to improve coverage ratios ta |
; avoid bond down ratings. Staff correctiy notes that we have consistantly
f refused to rely on the coveraga ratio approach in prior decisions. E,.g.,
lowa-I1linois, 46 P.U.R. 4th at 527-28. (ISCC 1982). As Staff points out
© in its brief, thers was ample precadent for our decisions. (Staff brief
? at 68), In addition, Staff witness Dr. Szerszen's statistical analysis of
? bond ratings demonstrates few significant relationships with coupen ratas.
i This providas addizional sugpert to our decision to disreqgard returns on

" ocammon equity based on a coverage ratin approach,
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Or. Soldefsky also prajectad the raturn on gcommon equity by adding a
risk allowance, based upon a survzy by Charles Bonare, directly to the cost
of Aa u£i1ity bonds. Upon detarmining a 350 basis point adjustment to his
projections of & 16.5 percent Aa bond rate, fr, Soldafsky prajected returns
6n common eguity in a range from 17.3 to 22.2 percent. Staff se;s forth
- severd) criticisas of the application of the methodology and the
' methodelogy itself.
We have in the past rejactad on an equity-debt risk premium analysis.

- E.9., Re Davenport Water, Dock2t No, 3PU-81-54 (1SCC 1982). The cost of

equity can be more reliably esiablishad by examining tha actual cost of

~commor equity thraugh DCF analysis, rather than by the sgquily-debt pisk

premium approach which depends upon fiuctuating debt yields and estimates

of risk premiuns. Therefore, w2 will nct rely gor this method or

projections based on this method in datzrmining the cast of common equity.
Dr. Soldafsky has also introduced variations of tne standard OCF

formula to suypport his 13.7 per:aﬁt projection of thes cost of common

. equity.

Dr. Soldofsky's Limited Horizon DCF approach 1s based upon an astimate ‘

: of dividend growth in a six-year pericd. Using this approach,

: Br. Soldofsky detarmined 3 4.0 to 6.0 percent growth rate was reasonable

f and concluded the cost of equity should be 17.3 to 24,1 percent, Staff

criticized the yse of a 1imitsd.horiz:n method as being based on

misconceptions and erronegus assumpticas,
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Or. Soldofsky introduzed another variation of the DCF model, by
allowing for changes in the price/earnings ratio. By adding to dividend
yield the five-year projected dividend growth rate and the three to five
year projected price/earnings rate, Or. Soldofsky pradicted a 15,0 to 31.0
percent common aquity cost., Staff argues Dr, Soldofsky's application of
this DCF variation is speculitive and unnecessary, since the standard OCF
fcrmu]é already reflects changes in risks.

The standard discounted cash flow (DCF) model is used to establish what
returns an investor may reasonab]y axpect from an investanent undar actyal
stock market conditions. The model establishes the cost of commen equity
by measuring the normal dividend yield {dividends per shara divided by
price per share) and adding 2n investor-expacted growth rate. The modal is

expressed as follows:

) . _ D (dividends per shara
K (cost of common equity) = s ooy price per sﬁg%é)

+ é {growth rate)}

Both Company and Staff witnessas offered testimany as to Company's cost
of common equity using this modei,

Coampany witness Dr, Soldofsky projected a range of the cost of common
equity from 14,1 to 19,7 percent basad upon various comdinations of
dividend yields and growth rates, Staff argues Br. Seoldofsky's DCF
calculations are unsupported by facts and data, and thus, his determination
of the cost of common equity based upon this mathod is unsupportad and

should not be given any consideration.

Staff asserts its witness, Ms. Melissa Feldhaus, has correctly applied

the OCF formula, and thersfors, presents the only credible evidence from
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which we can detaemine tne cast of common equity. Ms. Feldhaus performed
OCF amalysis on Company alone and on similar lowa utitities, In applying

" the DCFIto Company, Ms, Feldhaus detarmined the proper dividend yield was

' 13 percent, rather than 13,43 percent basad on year-end dividends, because
the 13 percant yield better reprasanted normal investor expectations. In

. calculating the growth factor, Ms., Feldhaus used an astimate of the growth
; in book valuz per shara hacause mathematically, the growth in book valus

" equals the expectad growth ratz, Ms, raidhaus concluyded a sustainable
growth ratz of 1.82 t¢ 1.97 percent was reasonable, which resulted in a

- cost of comnon equity ranging Trom 14,32 to 14,97 pertent. Ms. Faldhaus
also calculated the cost of common equity to be 15,02 to 15.21 percent by

' measuring the growth rate for six similar Towa utilities to provida
additional suppor: for nar datzrminatica of tha cast of common 25uily. On
~ the basis of both of her DCF estimatas, Staff concludes Company's cast of
common equity is 15 percant, Staff offars Ms, Faldhays' estimate of a
14.45 to 14,97 percent cost of cgmion equity for 32 a2lectric utifities from
i data prasanted by Dr. Soldofsky 35 a final check of the accuracy of its, 15
- percent cost of common equity., Staff asserts an adjustment to the cost of
; common equity to 15,148 percent is nacessary to compensata Company far the
- cost of issuing additionzl shares of common stock, dut ¢laims no further

~adjustments are supportad by the evidence,

S—— yd S

Company argues Staff's calculation of Company's common equity costs is
erred bacause Staff witness Faldhaus' use of only the 1981 market to book

ratia in her growth rats computation is inconsistent with the use of
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ten-year histaorical data for the other components of the growth rate.
Company argues the cost of common.2quity resulting from the use of the
market to book ratio Tor the fast ten to fifteen years is 16.55 to 17.10
percant, which is within the range prasanted by Dr. Soldoisky. 1In
summatfon, Company argues both Staff and Company agree its cost of common
egquity has increasaed siance its last rat2 casa, and the only {ssue is how
much the cost has increasad,
The reasons behind our dacisian to raly on the standard OCF model in

determining the cost of common equity have bean statad in saverdl previous

cases, 3ee, €.9., Bgnﬂortﬁwestern Bell Telephone Company, Docke:
No, RPU-80-40, Becision and Or:er,‘at 48. Dr. SoldeTsxy's application of
the standard DCF methodology and his variations do not appear to be
reliably supported Dy financial marzat da?a. .we belizvae Staff's
calculations of dividend yisld a~d growth rates hit clos2 to target and ars
supportad by its evidence, and %herefcre, we find Company's cost df comman
equity sheould be set at 15 percens, which is within tha range of
reasonablaness of capital costs basad upon the record of this proczeding.
Both Staff and Company proposad upward adiustments to the cost éf
common equity for various items. However, we find no upward adjustments
are supported by the evidence of this prcceeding., The evidence indicates
thers will be no major stock issuance expenses {incurrad by Company in the
near fulure, and thus, we find S$tzfi's propesed 143 percant upward
adjustment is unnacessary. (Zxainit 113). We find Dr. Setdofsky's
proposed ten percent upward adjusirent should also be rajected. Therafeore,

we find the total cost of common 2quity should be 13,0 parcent.
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. D.  Summary

Based vpor our finaings with respect 10 contastad issues discussed
above, Cempany's allowed overall ratz of return is set at 10,883 percant,

{owa Power and Light Company
Cast of Capfial

RPY-82-12
Heighted
Ratie Cost Cost
Long-Term Deot 47 .493% 8,204% 3.856%
Prefarrad Stock 12.578% 7.932% 0.998%
Comman Equity 39,9292 15.0 % 5.989%
Total Cost - | 10.883%

V. RATE DESIGN
Company's tariff includes a proposad rider which provides for a ten
. percent discount in the monthly bills for eleciric servica to qualified low
incame, elderly customers. Company argjues the special discount meets the
requirements of [owa Code Secticon 475.5(1981) becausa it is Timited to a
definabla class of customers. Company further asserts the Tuwpact of the.
discount on the customers who will be requiraed to bear the cost of the
: discount is nominal,
Towa Citfizan/Labor Energj Coalition, Inc. {C/LEC), while not addressing
the merits of Company's proposal, argues the Commission his the authority
- to authorize sucn discounts, C/LEC asserts the concept of just and

reasonable ratas eacompasses implementation of diszount rates for poor and
p p p

elderly ratepayers, despite the fact the discounts are not cost justifiable.
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FINDINGS OF FACT

Based upon our reviaw ¢f the entire racord in the proceeding, we heraby
summarize our Findings of Fags:

1, The parties have agreed the 1981 calendar year i35 an appropriate
test period.

2. Rate base snould Se calculatad by using 13-moath average accaunt
balances, as adjustad {n aczordance with our other findings.

3. Cémpany‘s propesal to iaclude a2 53 million adjustment to rate basa
to include the year-end unamortizad balance of the costs of leng-life
property and extraordinary repairs for Cocper Nuclzar Station should be
adopted,

4, Sta¥f's proposal to adiust the 13-month average balance recorded
in the fuel account shoul: be adootad. |

5. Staff's proposal fo exciuda 5730,000 of land held for future use
from rats base should be adopted,

6, Staff's proposal to adjust rate base to racognize the apﬁrcpriate
_generation resources fnventory for Lompany should be rejected.

7. It is reasonable for lowa Power and Light Company to cansidar
econamic factors, as well 3s MAPP requirements, when plasning electric
generating capacity, and ratepayers should be relieved of the burden of
paying a full return on investment in electric generating capacity.

8, Electric gensrating capacity exceeding 125 percent of Company's

actual peax 1oad is not necessary to meet demand and maintain a reasonable
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31. An average, rather than year-end, capital structure, as adjustad,
should be used to match Company's -test period capital costs with its tést
period cperational expensas and plant investment.

32, Staff's proposal o adiust Company's test neriod coverage capital
structurs to reflact the rallover of 38,4 million matured dept at the new
cost rat2 should be adopted.

33, Company's gost of ampedded dedt, adiusted fo reflect the rollaover
of 33.4 million maturad debt at the na< cost rate, is 8.204 percent.

34, Company's cast of common equity 3$ shown by the record s 15,0
percaent, and no ypward adjustment to the cost of equity is necessary. -

35. Company snould be adls to atiract capital if allowed anroveratl
rate of return of 10,883 percent,

36, Company's proposal to crovide & tan percent discount in the
monthly bills for elactric service to qualified low income, elderly, shou'!
be rejected bacause it is unsuncorted by the evidance and such a discount
should be decided by the Legislature,

37. Interest on refunds should be paid at a rate equivalent to the

Interest rate on 12-month bank loans to individuals, computed under each

applicable interest rate for the period the overcollection was retained,

" compounded annually,

CONCLUSIANS OF LAY

The Commission has jurisdiction of the parties and subject matter of

this proceeding,
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IT IS THEREFQRE GRDERED:

l.‘ The tariffs filed by Ilowa Power and Light Company identified as

| TF-BZ-lél. and made subject to invastigation in or made a part of this

. formal proceeding ar2 herety declared unjust, unreasonabie, and therefore,

' unlawful.

2., On or befora the expiration of forty—five.days from the dats of

. this order, lowa Pawer and Lignt Com;;ny shall file revised tariffs setting

. schedules of electric rates as rsguirzd by the findings of this order,

3. Rates contained in the rzvisad tariffs designed to produce a
*revenye requirement of $224,3585 for Company shall be considersd the

5;1awfu1 rates chargeable Dy Company since the date of the rates, which are

‘ the subject of this procesdiang, were placed into effact subject to refund;
rates contained in the approved tariff will continue tu be considerad the
lawful rates chargeable by Company.

4. Iowa Power and Light Company shall amortize deferred Federal
incose taxes i excess of 41.63 percant of the accumulated boék/tax timing
difference for which normalizatien is requirad at a rate of $871,000
annually over the remainder of the five-year amortization period originally
+ orderad in Docket No. RPU-80-36,

5. lowa Power and Light Company shall continue to amortize deferred
“state income taxes as requirad in Docket No. RPU-80-35,
€. On o¢or before the exgiration of forty-five days from the data of

_this order, Towa Power ana Light Company shall submit for our comsideration
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and approval a plan by which refunds shall be made to customers, in
accordance with findings contained her2in, together with sales tax and
intarest on sxcass collections, calculated con the basis of the interast
rate paid on 12-month bank igans to individuals as set forth on the Federal
Reserva Statistical Release E.12, and computed under each applicable
interest rate contained therein for the period the errcoT]ecticn was
retained, compounded annyally, Upcn approval by the Commission -of the
refund plan, Company shall forthwith make refunds in accordance with such

" plan.

[OWA STATE COHHERCE COMMESSION

) § >, ammissigner

///ixecut1ve Secreiggi,,/ Conmissioner

Dated at Des Moines, lowa, this 10th day of Fadruary, 1983,
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Conmissiaraes
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lowa Power and Light Campany
P. 0. Box 837
Des Moines, 1A 5C303

Curtis L. Ritland, Aticria:
7

Bradshaw, fow]er, Procicr & Fairgrave
1100 Des Mpines Building
Des Moines, IA 50307

Tami 0'Celd

Towa Citizen/Labor Energy Ceoalition
P. 0. Bex 2057

Des Moines, IA 50310

Russell L, Samson, Aticrney
David H. Goldman, Attornay

Rogers, Pht lips % Swangar

510 Hubbell Building

Des Moines, 1A 50309

Vince Oriscoll, President

Citizens for chmun1hy Inprovement, Inc.
1909 Cottags Grove

Des Moines, IA 50314
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Consumer Advocate .
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)
IN RE: I0WA PCWER AND LICUT CoMzar ) TICRET NO. RPU-R2-12
)

STIFULATION

Introduction

On April 21, 1983, Towa Pover and lLizhc Company (Iowa Power or Company) filed a
Pecition ‘:"of Juéicial Rewview o9f agency aczion of the lewa Stacs Cormarce
Commission, chollenging the Commission's Dacizion and Order datad and issued
February 10, 1983, in Tocker Nc. R2U-82-12 and Order Granting Limited Reheaving
datad end issued March 22, 1983 in ¢he same proceading. The Company appealad
certain portions of the Commission's decision ralated te the denial of recovery
of Vandalia project costs, to the denial of deferral of Federal income taxes at
the current statutory rate of 464, to the denial of a 17.23% returm on cormon
equity and to the reduction of the ravenue rsiuirement on agcount of an excess
capacity adjuscmenc, On December 29, 1983, Iowa Power filed an Amended and
Substituted Petition for .Iudic a1l Review, @ rocifying its Original Perition to
appeal only thaose portioms of the Co ﬂ‘ssicz’s decisions which concern the
deferral of Federzl Incoce taxes and 21l issuzs ralated tharato, and to with-
draw its appeal of all other Z2ssuss appealsd in it Petition for Judicial
Review,
ARTTCLE 11T ="
Purnose

This Stipulaction htas been prepated ané execulsd by the signatures fotv the sola

.

purpose of establishing a <refund plan, 4ncluding rates to be used in

recaleculating bills, for the purpcse of dizitviburing to custeomars ameunsts
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omputed at rates which beczme 2ffa2ctive under bhord im Docker Yo. RPU-§2-1Z inm
xcess of rates which would producs the alectric reverue reguirements af
$246,979,000 ectzblished by the Cormission’s Créars of TFebruary 10, 1983 anz
Mareh 22, 1983 reflecting <nhe use of a 48 percenr Tace in caleulation ef
deferred Federal income tax Liabilicy, Wothitz in this Stipulation is intendel
to relieve Iowa Power from its respensibility te make Surther rafunds, if any,
for the period covaered by the refund plan specified in this Stipulation in tha
event that a rate less than 46 percent is firally detarmined afrer exhaustion
of all administrative and Jjudicial a§p=;ls,- te be approgriaté in the
calcularion of izs deferved Fedaval income tax liabilitr.
ARTICLE I1I

Joint Mocion

Upon execution of this Stipulation, the signatories shzll file the same with
the Commission together with a joint mosion requesting that the Commizsion

issue an order apgsroving this Stipulation in its entirety without condiiicn or

medificarion,
ARTICLE IV

Condizion Pracadent

This Stipulatien shall not become eifective unless and until the Cormissior
enters an order 2approving the same in its entirety withour condition or
modification.

L ¥

Priviless and limitazion -

This Scipulation shall become binding upon the signaterics upon iis execui.o-,

previded, however, chart if this S:iipulaticn dees not becoeme eflfective irn

accordance with Arcicle IV, zbeve, it shall be rull, void and privileged, Thir

Stizulotion is irntended te rvelate only to specific matters referrad to here ing

)




PEU-id-¥¥ TUk 04:49 PIT LAW % RRGULATED PRIVING

.

MidAmerican Exhibit 8.1
Page 616 of 554

no sigratery waives any clainm or tigh: which it may orherwilise have with raspect
TO any mater not expressly preovidad for hersin; no signatory shall be cdaemel
to have approved, acceptad, agrred or copsented $6 any racemaking princizle,
any mathned of ceost cf service dererminatien, or any method of cost zllocatios
underlying the provisions of this Scipulacion or be prejudiced or bouad thazebs
in any other current or fururz proceedirg bafors the Commissicn; and as
signatory shall direetly ot indiractly refer as przcedant’ to this Stipulacion
or rthat part of any order of the Commissicn referving te this Stipulacisn in
any other current or future Icwz Powar rate procading before the Comnissics
except (1) with respecz to an applization for interim rate relief, prewidead,
hovever, that iI a signatory mzkes such & reference with respec: to an
application for interim rate velisf, then, with respect to such applicaticn for
interic rate velief, the cther signazery shall not be bound by the resolucion
of the matter iz this Scipulation idenzifieé by such vefersnce, or (2) in
responsz ta such a refecrence by a parTy not 2 sipratory to thic Stipulazioen.
ARTICLE VI

Caleulation of Refund Amouuts

All bills for elacrric service computad at the rates which became effective

uncder bond in Docker No. RPU-82-12 wiih serviece delivered during the p

July 1, 1982 to Octobar 14, 1983 will be recomputed using the refund rates
specified in Article I¥X and the diffcrence, plus acerued inmterest, frenchise
fees ard sales tax, will be refunded. Iateres: orn the above vefunds will be
calculzted for each customer frem s assumed deve of pavmant 10 days zfter the

business day im wirich the bill was crigirally propared to the planneé data of

distribuycion at tre inserest ratss for rate rafypnds

zet [orth in the Cormis-

.

APU-20-12, Tor the period July

pan 3
L9
o
o
i
(R ]
s
o

sion's Crder of Fetruary 10, 1283 1

1, 1882 chrougn Mareh 31, 1983 incares: rates used will be those seor fo' in

-

I~




1 (AT ER VA (8
Yhu 14 99 IUD U4-DU Ml Low 3 JCGULDIZY Thabvid . - N
MidAmerican Exhibit 8.1

Page 617 of 654

. Fedaral Resarve §taltisiizal Raleszzz FR.12(11I1) {for l2-month direct consumer
loans for octher consuter geoeds and evpenditurzs. For che period April 1, 1983

to the refund date interasz waras used will he thoss sat forth in Federal

Reserve Reisase G.19 for 24-month personal lezns. The average interast vates

published by tha Federal Rescrve shall be &22med to be effegtive for thessa

purposes as of the firsz day of the month following the availability of the

published data to the Company. Incarest shall be ‘compounded wpmnually. Tor

purposes of interest calculacicn the planned dave of distribution shall be 15

days later than the, dete which the Company irtends to pest vefund credizs te

customer accounts. The interest ratszs are as fgllows:

Pariod interast Rate
07/01/82-09/30/82 10,425
10/27/82-12/31/82 19,377
. : 01/CL/83-03/31/83 18.33%
04/01/83-06/30/83 17.477
07/01/83-09/35/83 16.57%
10/01/33-12/31/32 16.28%
01/01/84-Dist. Data  16.35%

Ol

ARTICLE VII

Dlscribution of Funds

Rate refunds for electric sezvice undzar this plan may be comb_ined with rate
tefunds for gas service, £ any, available for distribution at the sape time.
Refund paymeats will be made te the aczount of customers with active aceounts
or the the account of custermers with inactive accounts with unpaid balances.
Refund payments of S1.00 or greater to custcmers with closed accounts, or with
imaceive accounts with crediz Salancas, or reiund balan-ces of 51,00 or greater
romaining where che rafund §s poscad te the unpaid halancz of an inactive
accounz, will be made by check and mailed to the last knowr nailing .address for

. the customer’'s account.s Providad, howaver, rhat the Company may selectively .

- tronsfer amounts to open accounts for che samz2 custorar at 2 new location.
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Refund paymencs l2ss than $S1.00 o custereys with ¢

[

osed Accountr, will be

available ypon theivr raques? at a Company ofiice,
Towa TPower will use its best efierts to zost refund paryments o susremer
accounts wichin six weeks following the Zaze of the Commissicn's ordev
approving rhis Ssipulavien, znd to mall refund checksn approuimotely wo weeks
thereafrer, A nes#age explaining the refund will be mzilad with each bill
showing the refund and with ecach ref cheel. v
Refund checks returned by the Pestal ﬂefvice will pormally be voided. The
Cempany will dssye replacemenr checks o custemers subseguanzly leocated
following raseazch using availakla records. Pefunds not claimed will be
disposed of as provided by the zzplicable laws of the Scata of Icwa, and as
crdered by the Cormission.

ARTICLE VIII

recerds of Ae2funds to Customers

The feollewing records will be praparad and be available for referencz with
regard to the caleulation and pav-en:; of electrie rafunds to customers:

1. A derailed listing for 2ach customer's elecrric billimgs during the
period that the revisgd rares c¢ollecced under bond have ‘beea
deternirad by the Cormission to bhe sxcessive showing the origizal and
reczlculacted billings including franchise fee and service surcharges,
the dilference, interast, Iowa szles tax, idencification of any
billing feor which manual intervcn:ion‘is required for detercinatien
of a proper refund, the total rvefuni for esch month, and tezals for
the full pericd. This record will tc produced on microfiche and will
be on file at the Company's Des Meines cffice. Copies of selected

-

vyecords will alse bhe on filzs ir the Compnny’'s offices ar-Council

Bluffs and Kmoxville.
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2. A derziled listing of =illirg vacsrdz Far thosa sccounts vequiring
ranual intezrvenzion. Copics of tTis racord will bde on file in che
Comparnv's Deg Moin oifice.
3. 8 ligcing of refurds cradized to sotive accounts,  Copies ef this
recori will be on £ile iz the Compan's Ras Yoines office.
4, A& listing ¢f inactive accouncs whizh achieved -a credit hzlance upem
pos:;“;‘cf the refund cradit. Credit balamcas so resulting will te

reiunéz< by Company check or transfarred to znother open account for

the =azs custamey 25 Lerstofare dessribed. These records will
file 3t the Company's Das Moines ofiice,

5. A listing of refunds ¢ clogsed acesunts of less chan 51.00.

cf this racord will be on file irn the Cozmpany's Des Moines ecffic

6. A reluxd check regissar listing eaeh custcmer’'s accsunt number,

b

ailirz address and amoun: of refuni., Cepies of this reporz w

cn filz: in the Company's Das Moines :ffice.

B2 on

Copies

18

nane,

il be

Tariff sheets conzained im Zxhibi: I attaches hereto, and herebv incorporataed

as a part of this Stipulation, ara rates which produge the elescrric reovanusz

requirecents estzilished by the Comission raiflecting the uvss of a 48 percent

rate in the calzulatlon of deferred Federal income tam liability,

ARTICLE X

Upon cempletion of che refund, ke Company will ggssrr tTo the lews

Conmarce Commissign the ameunts of the refund, iptersss, Tows sales tay, znd

the toral vefuné., PRecords of the refuad zrocessing wil! be availad

review by the Cerzission,
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. I0WA PCIIR AND LTCHT CONPANY GPFICE OF CONSUIZR ADCVCATE
l’H
. ; Ve

By /gym,é Qﬁ% gw By 6#17 @;J.;;://M
Parela L. Prairic fary D. Stewar:
Senigr lttorney Attarnev
666 Crzand Avenue Lucas State 0Ifiz: Bueilding
Des Meires, Iowe 50303 Des Moinas, lowa 50379
Telephone: (515)281-292¢ - Telephone: (513 281-3984

r

£,
Datad this cg?%day of Decexber, 1983. Dated this d??#lda}' of December,
1983.

§
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STATE OF [OWA
I0WA STATE COMMERCE COMMISSION

LTI : rong
.I.IJI_.r.’_ P il

IN RE:

I0WA POWER AMD LIGKT COMPANY DCCKET NO. RPU-83-24

v\_.‘-.'-..-d'-—ﬂi

DECISION AND ORDER
{1ssued April 6, 1984)
APPEARANCES:
PAMELA L. PRAIRIE, TRACY B. 3RIDGE, Attorneys, lowa Power and Light
Company, ?.0. Box 837, 956 Grand Avenue, Des Moines, lowa 50303,
appearing on behalf{ of Ilowa Power and Light Company.
GARY D. STEWART, ALICE J. HYDE, Attorneys, Office of Cansumer Advocats,
. Lucas State §ffice Building, Des Moines, lowa 50319, apnearing on
behalf of the Office of Consumer Advocate. .
JOYCE J. GREEN, Polk County Legal Afd Society, 102 East Grand Avenue,
Des Moines, Towa 350309--1882, Attorney for Ilowa Citizens for
Community Develoapment.
ROGER D, COLTOM, Attorney, P.0. Box 1232, Ames, Iowa 50010, Attorney
Y : for lawa Ratepayers Association, Inc.
[. PROCEDURAL HISTORY
On June 10, 1983, lowa Power and Light Company (Company) filed with the
lowa State Commerce Commission (Commission) proposed electric tariffs
fdentified as TF-83-333, representing a revenue increase of $66.8 million
annually, or a 27.1 percent annual increase. Company rzaquested that these
tariffs become effective on June 27, 1983. 1In the alternative, under the
provisions of the proposed louisa Phase-In Adjustment (LPA) Clause
effective rates would be increased by lesser amounts during the first three
. years, but increased by greater amounts in succeeding years. Company
proposed that during the first yszar the increased rates are effactive the

proposed tariff revisions as adjustad by the LPA Clause would increase
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value of money. Company maintains it {s necessary to recogniza the
time value of money because it does not raceive the face amount of an
offering, and thus, the actuzl cost to Company for money recaived is
different than the specified bond coupon rate.

According to OCA, the <3st of embedded debt is 8.3923 percent. 0OCA
argues the yield-to-masurity method {s based on the errgnecus
assumption that the accumulated discount or pramium earns an annual
rate of return equal tQ the calculated yield to maturity. In addition,
GCA claims the yield-to-maturity metnod calculates a nigher cost of
debt if the net proceeds are less than the prihcipa1 amount of the dsbt

. issue, which is the situation Company is in. The Commission adapted
the methodelogy for calculating debt costs employed by OCA witness
Dr, Szerszen in previous casas.

in reply, Company argues the 0CA methodology for caTCu1atjng
embedded debt costs will always yield an incorract calculation of debt
cost unless the premium equals the issuance costs gained through the
sale of debt, which is an unlikely event, Moreover, Company claims
0CA's method causes over-racovery of costs for {ssues offerad at a net
premium,

The cost-to-maturity method has been rejected by the Commission in

previous cases. Re: Iowa Power and Light Commany, 51 P.U.R, 4th 405,

424-25 (Towa 1982); Iowa Public Service Company, 46 P.Y.R. 4th 339

{lowa 1982). Because the avidence in this case indicates that the

. total of the net proceeds of Company's dabt is less than the total
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principal amount of Company's debt, the yield-to-maturity method will
rasult in a higher cast of embedded debt. Thersfore, we find the yield
{cost)-to-maturity methcd overstates the cost of debi in this
proceeding and should not be used in calculating the averall rate of
return. - Although 3CA’s methodoiogy may calculats a higher cost for
debt issued at a nat premium, this is not the case in this proceeding.
Wa find the methodslogy employed by CCA witness Or, Szerszen prov1de§
us with more reliadle cest of debt and should de adaptad in this
proceeding. Therefcre, we Tind the cost of debt is 3.923 percent.
Company witness Mr. Glahn testified that the cost of preferred

stock was 7,948 percent. However, we believe it is nscessary %o

. recognize the gain realized on the reacgquisition of securities to
obtain the real cost of the remaining outstanding balance of the
security. It does nct appear that Company witness Glahn did so in his
calculation of prefarred stock costs. On the other hand, CCA witness
Dr. Szerszan's calculation recognized the gain realized by Company by
reacquisition of some of i%s stock., Therefore, we find the appropriata
cast of preferred stock is 7.912 percent in accordance with 0CA's
catculations,

B. Cost of Common cquity.

The remaining disputad issue to be determined in calculating the
overall fair rate of return is the cosi of Company's common equity.

Company argues its cost of common equity is in the range of 16.5 to

. 17.5 percent, whils CCA maintaing the evidence supports a cost of
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common egquity of no more than 14,1 percent.

Company relias upon Mr. Jeffries’ testimony to support its
estimate of the cost of common equity. Mr. Jeffries primarily relied
on the OCF methodology in estimaling Company's cost of common equity.
However, we shall briefly address the other two methods employed by
Mr. Jeffries to calculate the cost of common equity.

Mr. Jeffries’ comparible earnings approach considerad the earned
returas of 67 unrelated industrial companies. Since the cos of comnon
equity is the expectad return on the market price, not the earned
raturp on book value, Mr, Jeffries’ comparable earnings on book value
is not a reliahble means of estimating Company's cost of common aquity.
Therefore, we find the cost of common equity obtained from the
comparable earnings approach is not helpful 1n obtaining an accurate
cost of common ecuity in this proceeding,

Mr. Jeffries also estimated Company's cost of commen squity to be
17,5 percent based on nis equity-debt risk premium analysis. As we
have previously stated, the equity-debt risk premiﬁm methodotlogy is
based on the erronequs assumtion that the risk premium is constant.

In Re: lowa Power and Light Company, ISCC Dockst No. RPU-82-12

{February 10, 1983). OQur position remains unchanged, and thus, we find
the equity-debt risk premium methodology should not be relied on in
estimating the proper cost of common equity in this proceeding.

As noted, Comgany witness Jeffries aiso appliad the standérd OCF

methodology to estimate the Company’s cost of common equity.
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Tﬂe standard DCF model is used to predict what raturns an investor
may reasgnably expsct from an investment under 2ciual stock market
conditions., The model establishes the cost of ccmmon equity by
_measuring the narmal dividend yield (dividends per share divided by
price per share) and adding in investor-expected growth rata, The
model js expressad 2s follows:

: re,y = 3 {Dividends per share] . o
K (cost of comnon equi<y) FMAFXET Brice per TRATE] G {Growth rate)

Mr. Jeffries parformed a study of lowa resources and 3 study of 21
other jnvestor-owned utilities of similar risk using DCF analysis,
Mr. Jeffries calculated the dividend yield using comnon stock prices

. —_— for the last six months of the test period and Value Line estimatad

1983 dividend rates. He obtainad a dividend yield of 12 percent for
Iowa rescurces and a dividend &ield of 9.5 to 12.5 percent for the 21
comparable utilities. Mr. Jeffries calculated the expected growth
rates for the 21 comparable risk utilities for earnings, dividends, and
book value. The resulting average of these three expected growth rates
was 4,8 percent. The expected growth rate for lowa resources for
earnings, dividends, and book value averaged out to 4 percent. Based
on Mr, Jeffries' OCF analysis, Company claims ths cost of ccmrpon equity
should be found to be 16.5 to 17.5 percent.

OCA ¢laims Mr. Jeffries' estimataed cost of common equity is

upwardly diased because of improper application of the DCF methodeology.

. According to OCA, the dividend yield in the Company's estimate is
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overstated because: 1) us2 of prospective period expectad dividend by
Mr. Jeffries, rather than tha current dividend, fails to account for
continuous compound of earnings, and 2) Mr, Jeffries included the July
1982 stock prices, which wer2 unrepresentative of normal market
conditions because the federil raserve tight meney policy was still in
effect at that time. Inraddftion, 0CA argues the dividend and earnings
growth rate estimates ara unstadle because thev can be distorted by
changing payout ratics, and therefore, should not be relied upon in
estimating growth rates, Disregarding the unreliable dividand and

earnings growth rates, OCA claims Company witness Jeffries' Yalue Line

book value growth ratz rasults in a growth rate estimate of 3 percent,

. which is nearly the same as OCA's proposed 2.99 percent growth rate.

OCA witness Or. Carol Szerszen testfified that Company's cost of
comnon equiby was no mora than 14,10 percent based on her DCF analysis.
The 11.2 percent dividend vi21d used by Dr. Szerszen is the medjan of
the August through December 1982 monthly dividend yields based on
average stock prices for August through Oecember of 1932 and the
annualized fourth quarter 1982 dividends. OCA claims its use of the
current dividend properiy recognizes and accounts for continuous
compounding of daily earnings. Company's growth rate was calculated
using two methodologies by COr. Szerszen. Dr, Szerszen obtained a
3.3 percent sustainable dividend growth rate on the basis of book
value. She alsc obtafaed an average 2.9 ﬁercent growth rate from her

log linear least squarss book value growth rates analysis. Becausa
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Company had not sbtained the 2.3 percant sustainable growth rate,

Dr. Szerszan gpined that the Z.9 percent growth rate was more
appropriate. 0Or, Szerszen also utilized the random coefficient’s
growth mﬁde1 tQ estimata the cost af common equity for six Iowa
rate-regulated combination gas and electric utilities. QCA argues the
mean and median c3st aof equity of'14.02 and 14.08 percent resulting
from this analysis confirms Or, Szerszen's conclusion that Company's
cost of common equity is no greater than 14.1 percent.

Company maintains Or. Szarszen's DCF estimates are unraliable
because of her "systematic understatement of hoth yield and growth
components.” According to Company, the use of the current dividend
rather than the expected dividend was improper because the DCF price
equation contamplates the prospective dividend. Company further
criticizes Or, 3Szerszen's total reliance on historical data to
calculate growth rates and her failure to recognize allowances for
underpricing, mirket pressure, and normal stock price variation, In
general, Company claims f%s 16.5 to 17.5 percent estimate of the cost
of common equity is supported by the evidance in the record.

We do not agree with either party’s estimate of Company's cost of
comuon equity. However, we believe the evidence demonstrates that the
DCF model providas us with the most reliable estimate of Company's cost
of cosmaen equity.

Mr. Jeffries analyzed stock price data from six months and Yalue

Line's estimated 1983 dividend rate to compute the dividend yield. In
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contrast, Dr, Szerszen reliad an five months of dividend yields based
on average stock prices from that pericd and the feurth quartar
dividend of 1982, For determining the appropriate dividend yield in
this proceeding, we believe it is more reagonable to use the average
dividend yield over an i3-month period starting in January 1982. The
18-montn -periad eliminates market and temporary aberrations in
determining just and reasonable ratas, Based on the 18.month data, we
find the apprapriate dividend yieﬁd is 11.54 parcent.

Next, we must detarmine the appropriata growth rats. Company
witness Jeffries considerad growth rate for earnings, dividends, and
book values. Howevar, the growth rates for earnings and dividends are
unreliable indicators bscause they are affscted by changing payout
ratios, and thus, we find they should not be relied on to estimats the
cost of comnon equity. Dr. Szerszen obtained 2 3.3 percent sustainable
dividend growth rata on the basis of book value growth. We are
inclined to adopt a growth rate consistent with th§ sustainable growth
rate for vook value since it is, in theory, appropriats to emp)oy the
sustainable growth rate in the DCF calculation. Rowever, we cannot
ignore the poor growth rate actually experienced by Company as
evidenced by the average 2.9 percent growth rate resulting from the log
Tinear Yeast square’s beok value growth rates analysis performed by
Dr. Szerszen. Thus, we find it is reasonable to adopt 3 growth rate of
3.2 percent, The resulting 14.74 percent cost of comman equity is

lower than the cost of common equity found appropriate in Company's
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last rate proceeding which s consistent with the ganeral reduction of
capital costs in ths market since the end of that praceeding;

Company had aiso propesed an adjusiment +3 the cost of common
equity for the cost of selling stock, for markat pressure on stock
price, and for normal markst variation. We do not believe such an
adjustment is supported by the record in this proceeding'and therefare,
find the adjustment should be rejected. Thersfore, we find Company's
cost of common equity shou'ld be set at 14.74 percent, which is within
the range of reasonablaness of capital cosis based upon the record of
this proceeding.

C. Summary.

Based upon our f{ndings with respect to tha contested issue as
discussed above, Company should be able to attract common equity if
allowed an averall rata of raturn of 11,165 parcent as szt forth in

attachment 4,

¥, EXCESS CAPACITY
In order to address the questicn of whether thera is excess generating
capacity in Company's generating system, we must deal with the sub-issues
of whether House File 312 applies to this proceeding, what the appropriate
reserve margin should be; and whether the peak lozd should be adjusted
ypward. Company has alss proposad certain items to reduce genperating

capacity.






